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EDITORS PREFACE 


The object of these handbooks « to present tn a simple 
manner different economic problems relating to India as well 
< 1 $ others in which India is ftftciy (o be inieresied The Senes 
will atm at covering the entire range of economic problems tn 
course of time Special attention will be given as far as 
possible to current topics The treatment will be scientific, 
and each handbook will be written by a person who has 
specialised in the particular subject and will therefore, be 
authontaiwe The exposition wiU be such that it may be 
easy for the layman to understand ike problem The Senes 
thus interest tn the complex and changing 

economic problems of the country and promote better under 
standing of the same The need for an intelligent apprecta 
t>t>» of such problems by the public under the new ^iiscal 
conditions tn the co»n/fy is o&tnons, and it is hoped that 
this Senes will supply the want 
In the present handbook, material from my former fuMi- 
caiions " Financial Developments in Modern India 1924 ’ 
r.nd " Financial Burdeft-opthe'^War^jin -India 1943” has 
been freely drawn upon ■Stai^wal data have been taken 
from the Reports on Currency and Finance issHet^ by the 
Reserve Bank of India, ancF Budgets of the Government of 
India, unless otherwise specified 
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OUR STERLING BALANCES 


I THE BACKGROUND ECONOMIC AND 
FINANCIAL ASPECTS 

In order to grasp the problem of the sterling balances of 
India and the controversy which has dex eloped round the 
same, it is necessary to have clear ideas about certain factors 
Unless the background lelahng to tins problem is clearly 
understood it is easy to confuse issues and amve at wrong 
conclusions Those who have entered into the controversy 
have, in order to smt their pre conceived notions, often sup- 
pressed relevant facts and emphasi^ or even exaggerated 
side issues For the sake of convenience this background 
may be divided into two parts (1) that relating to economic 
and financial aspects and (2) that relating to military policy 
and defence expenditure of the Government of India 

Home Charges ~ - 

Since the establishment of Bnbsh connection with India, 
Indian trade has been charact erised bv an eyp&efe-nf 
There are, however, exceptional years in which the balance 
of trade has been adverse to India jo-the-sense that there 
has been an excess of imports On the whole however, it 
^^s^true to say that India has been sending abroad more 
merchandise ihan sh e, u -importing. — In return for this excess 
of exports, India has received preao us metals and some 
services such as shipping for which India has to pay^ But 
such a return does not account for the ehtwe 'excess of exports 
part of which are uhhsed to p ay the stgfE ng charged 
by England to India from _year to An analyas of 

these charges, technically known as “ Hdme Charges” m 
the Accounts of the Government of India, shows that they 
are mainly due to the payment of interest and capital on 
^terhng debt incurred byJn^-^payments for the expenditure 
on the India Office , payments for leave and furlough 
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allowances 4o officers for effective and non effective militaiy 
charges for supply of stores and so on From early days 
the nature and magnitude of these charges have raised 
considerable controversy * They have been charactensed as 
a drain on India^_resoarces— amounting-io a tribute levied 
by England from India It has been argued on the other! 
hand that these charges are in I eu of valuable services and/ 
matenals eent by England to India and that there is there 
fore a commercial cquivaTeol for which India need not 
complain One has bo vever merely to recall the fact that 
the debt which the East India Company incurred mainly 
for the conquest of India with the help of Indian troops 
was transferred to the Government -of India that the stock 
of the East India Company was redeemed at a 100 per cent 
premium out of the resources of India and that the Govern 
ment of Ind a after the Company s rule came to an end 
started with this legacy viz interest and capital of the 
debt which was definitely in the nafure cfT^nbuTT’ 


* For a fuIUt d tcuss on of th $ problem see Chapter XI ent tied 
Engl sh Charges of Fmannol Oetviopmenis n Modem India b? C N 
Vak 1 The amounts of these charges are g ven below** 


F gures in m II on £ 

1834 1856 

75 7 

1857 1860 

28 4 

1861-1874 

146 6 

1875-1998 

357 8 

1899-1913 

2834 

1914-1920 

1677 

1921 1935 

4380 

1497 6 


in ctotes of Rs. 

1936-1938 e: 

t mated 135 

1939 1945 

368 


503 



ECONOMIC AND FINANCIAL ASPECTS 3 

Nature of Pubuc Debt 

This fact has been concealed bydra«ing attention to the 
nature of the debt in later y^Sy-^Sfilrfi^was supposed to have 
been incurred for the caprtal expenditure on railways and 
irrigation in this country^,!!! order to rai«e the necessary 
capital for t he construchQn^'~Tailtt ays and irrigation works 
m India a policy ot diverting orpins revenues to capital 
expenditure was adopted T ^^ tion was kept at a high 
level and bj under" sstimahrlg revenue and over estimating 
expenditure from year w year surpluses were reahsed 
These surpluses were transfer red to capit al account The 
public debt of India __was a i videa into '^dina rv and pro 
ductile the ordmarydebt being th^due to wars and 
famine s, the p roductive debt being that due to railways and 
irrigation works In any parbculy'year when a given sum 
was to be spent for producbve \ ^rks and a surplus was 
available a transfer was made lltU^rdinary to the 
productive debt to the extent of the surplus The amount 
of the surplus was treated as capita! idr the public works 
and the ordinary debt was treated ai ^educ ed to that extent 
By this process the ordinary debt \^s "renyced to a small 
figure by 1914 and it appeared to the ppbuc that most of 
the public debt of the country had ae^s in the form of 
railways ant^imgahon works out of 4jie receipts from which 
'^interest could, he paid The fact howler remains that 
the'onginal debt of the Ea't India Coc^ny' as well as the 
debt incurred for subsequent wars suctr as the Burmese and 
Afghan wars were added to the pubuc debt of India the 
interest and capital on which were ^olly paid by India 
m the manner explained above The orohiary debt increased 
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once again due to the first Worid Wa r, an d now on account 
of the second World War ♦ 


Other Items in Home Charges 
It IS not necessaiy to go into the details of the other 
items under Home Chafes, the nature of some of which 
also shows that these charges were not wholly justifiable. 
For example the expenditure on railways and imgabon 
works in this country was on a laiish or extravagant scale; 
the loans raised for this London iie£e_spent in 

the U K to obtain materials fronv-Bntisb-nuiiufactureis, who 
thus had an interest in the .conhnuation of the lavish eicpen^ 
dituro for the so called development of this country The 
expenditure incurred on military civil services, then 
recruitment, leave and pension allowances and on the India 
Office which were all charged to India, was the means by 
which Bntain held its control over thi« countiy It is difficult 
to distinguish between the cost for genuine services rendered 
by the various parties who were paid by India all these years, 
and the political aspects involved in the same cost, which 
enabled England to continue its rule over India 


CiTKRENCv Policy 

The payment in sterling to England from India which grew 


PuMic £)ebt of India 
(mcroiev of Rup««i ) 


Year 


Productive 


Ordinary 


Total 


1913-14 

1921-22 

193S-39 

1944- 45 

1945- 46 

1946- 47 


4527 

5386 

9500 

9932 

10102 

10750 


2035 

20S-0 

5908 

70711 

8750 


4792 
7421 
1158 0 
1584 0 
17172 
19500-^ 
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from time to time in the abo\e manner thus resulted in a 
compulaory excess of exports which this country had to 
organise in order^to be able Ui pay these charges Apart 
from the drain on India s resources thus m\ol\ed this situa 
hon resulted m another difficulty Anxious to secure the 
regular payment of these chafes the Bnhsh authorities 
introduced a ngid rnnt rf>1 Tn/tian -anTpn ry and exchange 
policy irrespectiie of India s requirements The history of 
Indian currency system can be mainly explained by this 
desire which dominated ttie decisions regarding Indian cur 
lency policy * The linking of the rupee to sterhng since 
IS 8S99 and the maintenance of’ sterling reseixes m London 
m order to maintain the «terhng xalue of the rupee are all 
reanlts of that pohcj The sterlirtg re«erxe was utihsed sexeral 
times to meet Home Chargesj when India could not send 
the requisite exce«s’~'of exports Nominally the rterling 
reserve was for <ome >ear partly in the form of a gold 
rtandaid res erve and partly in the form of a paper currency 
re«en e Alore recently with the estahhsbment of the^ 

Reserve Bank the «terling reserve has been transferred to 
“me I«sue Department of the Reserve Bank of India against 
which rupee notes are-jssue d m India The Reserve Bank 
was required to give sterling exchange at t^ fixed rate an d 
to maintain the converhbjht) of the rupee at Ir 6d and 
was expected to utilise the sterling reserve in London for 
this purpose At the same time paymentr could be made 
to the India Office m heu of Home Charges from this reserve 
if nece«san mere!} bj changing it, composition a reduction 
from the reserve in London resiiltiiig in an addition to it in 
India in rupees or rupee securities 

Exchange Banks 

Not only was the currency and exchange mechanism con 
trolled in this manner to ensure regular payments to England 
of the e heavy sterhng charges but its counterpart on trade 
* cf CurTfno anci fncei in /nrfw by Vakil & Muranian 
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account viz the exchange bank business \%’as also con 
trolled in practice as a Mrtnal monopoly in the hands of 
British Exchange Banks The exchange banks operating in 
India are all branches or agenfe of similar institutions in the 
UK In recent times a fe%s other exchange banks %%hich 
are agents of independent countnes trading with India such 
as the USA and till 1941 Japan ha\e been in existence 
All efforts at the estabhshment of Indian Exchange Banks 
ha\e met with miserable failures because of the attitude of 
Bntish Exchange Banks The way in which these banks 
favour British trade and control the exchange business has 
often been a matter of serious complaints examples of which 
can be found in the report® of the Central Banking Enquiry 
Committee 

Whereas in the case of independent countries the currency 
policy has been determined with a view to the requirements 
of the country tt«elf in order to maintain a stable pnce 
le%el with n the country or in order to give encouragement 
to Its trade m any desirable direction in the case of India 
the mam considerabon has been of a different nature irres 
pectne of its results either on the pnce level or the trade 
of the country This aspect of the currency history of India 
has just come to an end by the recent change in the Reserve 
Bank of ^dia Act by which the rupee^as been dehnked 
Jrom sterling^ ThK arrangement is the logical‘~Conclusion 
of India s membership of the International Monetarj Fund 

CONCXUSION 

The conclusion is obvious that the economic and financial 


resources of India were cmitrolled by the UK in order to 
obtain some of these resources for herself under vanons 


pretexts from year to year and in order to benefit her own 
trade and industry 
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II THE BACKGROXJND MILITARY POLICY 
AND ITS FINANCIAL BURDEN ON INDIA 

The Status asd Use of the Ivdian Armt 
A bne£ xeMew of the defence expenditure of India and 
ol nufitarj policj in general is of rolereST m connection with 
the is«ues noi\ under con«idetatwn in connection nith the 
"iettleinent Tt i5> \seU known that the 

Indian Army has been roaintained as a part of the Imperial 
Arm y. In matters of lecniitment ami rates of pay of the 
Bnb«h personnel of the Indian Army the arrangements have 
beep entirely under the control of the War Office The 
British troops m India uere_tiansfeTTed from time to tune 
'to the UK This imoKed heavy transport charges both 
uajs and a coctinuoas charge for recruitment of neiv troops 
The War Office aUo charged for oon-effective pajTnenta such 
aa contribution to the pension charges of British troopa who 
served in India The higher personnel of the army from 
the Commander in Chief doimirards haie been memberB of 
the Imperial General Staff and are hable to di'ciphne and 
orders of the War Office From time to tune whenexer 
changes m techmque and equipment of the Bnti«h Army 
haie been made the«e bare been simultaneousl} applied to 
the Indian Annj with comequent increase in chains to 
India The fact that the Ipdiaiu-Arm y_has b een maintained 
as a part of the ImpenalArmv is further pro\ed^^y the 
fact that it has been ma^'av^JaHe^io-tbe.^iast for expeditions 
with which India has had no connection 

Employiient of IxDUJi Teoops out of India 
In the following table a list of the more important 
expeditions m which Indian troops were empIo\ed at the 
bidding of the Impenal Go\ernineDt for non Indi'^n piirpo«es 
and out«ide the frontiers, of India has been given The 
wa^ in which the cost of the troops was apportioned between 
England and India on each occa'^ioo has been =hown In 
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/We shall briefly re\ lew the charges on expeditions alter 
1860 

1867 68 — The Abyssimttn expedition — ^Tbe decision to 
charge the ordinary cost of the Abyssinian expedition was 
challenged in Parliament 

Mr Fawcett said 

Heavy taxation was infinitely preferable to this 
country incurring the reproach of having cast the shghtest 
injustice on the unrepresented millions who hved in our 
dependencies 

Lord Salisbury said 

Having regard to the future 1 do not hke India to 
be looked upon as an English barrack in the Oriental 
seas from which we may draw any number of troops 
without paying for them It is bad for England because 
it 15 always bad for us not to bare that check upon the 
temptation to engage in httle wars which can only be 
controlled by the necessity of paying for them 
The Secretary of State in his letter to the War Office of 
9th August 1872 referred to this question After enumerating 
the occasions on which India was called upon to supply troops 
for Imperial purposes be said 

It is certain that all these wars were dictated entirely 
by the Imperial Government and that the interests of 
British commerce the gnevances of Bnbsh merchants or 
the honour of the Bnbsh Crown were the determining 
considerabons in them all 

Referring to the arguments that India had her owti share of 
interest in these wars he rephed that 

Community of interests within certain interests may 
fairlj be alleged but it must not be alleged only when 
it tells in fa\our of the Inqienal Exchequer and reou 
dialed when it tells in fa\our of the Indian taxpayer 
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He pointed out that in all cases, when reinforcements were 
sent from England to India, the whole pay of the troops 
so sent was charged to India from the moment of their 
departure from the shores of England , whereas whenever 
India was called upon to provide troops for foreign expedi- 
tions she was charged with their ordinary pay during their 
absence 

187S — Perak Expedition — At the time of this expedition 
the Government of Jndia protested that vf the ptec^ent of 
the Abyssinian war was followed, a principle would be 
established which would be inequitable to Indian revenues 
The ordinary cost of the expedition was, however, thrown 
on India, though the Secretary of State agreed that it would 
not be regarded as a precedent for any future case 

1878 81— 2«ii Afghan War —This war was considered to 
have been undertaken solely i p the interests of Ind ia It 
was objected that the war was the outcome ot tne^lmperial 
policy adopted by H M s Government, that it was aggres- 
sive and not required for the defence of India The 
Government of India however, asserted that it “was 
undertaken for the protection ^fjndia from the menaces of 
foreign aggression"” ^t was to remove theTmaginaiy possi- 
bility of new conditions on the North West Frontier, which 
might disturb the foundations of Enghsh power m India, 
that this war was fought The Finance Member held that 
' great as is the interest of England in preventing such con- 
sequences, the questions at issue were primarily and essentially 
Indian questions The actual expenditure of the war went 
beyond all estimates, and the Government in England at 
last felt the force of the arguments against throwing the 
whole burden on India A subsidy of £5.jnn^n was given i 
from the Imperial Exchequer India ha(i7Q~ptavtde for 
£12 5 million 

1882 — Egyptian Expedition —At the time of sending 
troops for the Egyptian expeditioR, the Government of India 
again protested against the charges that were proposed to be 



MILITARY POLICY 11 

l€\ied on India The chief arguments were («) That the 
interests of India \rere not involved to such an extent in 
the maintenance of the established rights, either of the 
Sultan, or of the Khedne or of the people at Egypt, or of 
the foreign bondholders as to justify, so far as tho'e interests 
only were concerned, a resort to arms, and, in consequence, 
the expenditure of large sure:, of money to be borne by the 
Indian taxpayer 

(bl That though India had some interest in the transit 
through the Suez Canal, the interest of England was greater 
Both countries were equally interested in the trade dependent 
on the Canal but almost all the ships under the British flag, 
passing through the canal were owned by H M s Bntish 
subjects Again though India had greater interest in the 
Suez Canal than Australia and other Eastern possessions, 
India should no‘ be asked to pay for armed intervention 
in Egypt, unless the Australian and other colonies, paid their 
proportionate share 

(c) That the proposal was likely to exercise an injurious 
effect upon the political connection between England and 
India The taxpajnng community of England was among 
the wealthiest, whilst that of India was among the poorest in 
the world and it was pointed out that it could not be in 
consonance with jusbce or sound Impenal policy that the 
wealthy and dominant race should relieve itself of charges at 
the expense of the poor and snbject race, if the smallest doubt 
could be thrown on the equity of such a proceeding 

(d) That a nation, which through its representatives could 
decide whether peace or war was desirable, is m so far as 
the question of taxation consequent on the war is concerned 
in a V eiy different position from one which has never in the 
slightest degree been consulted upon the advisability of war, 
but which Is required to pay the cost of the war by order 
of a distant authonty 

(e) That the finances of India were exposed to speaal 
difficulties 
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This protest ho\\e\et, failed to convince the Govemoient 
in England They gave a contnbution of half a inillion, and 
India was asked to provide for the whole of the remaining 
cost of the expedition, both ordinary and extraordinary/- 
which amounted to £ million 

1885 86 — SMda« Expedit$on — ^With reference to this 
expedition, the Government of India again recorded a strong 
protest They urged that the operahons in the Sudan had no 
connection with any Indian interests that they were alto- 
gether outside the sphere of their responsibibties that the pre 
tensions and aims of the leaders of the nsing m Africa were 
a matter of indifference to the CovernmeDt of India, and that 
the question of the safety of the Suez Canal was not involved 
as in 1882 But before their despatch had reached England, 
the Paihament had passed a resolution that India should bear 
the ordinary charges of the expedibon Refemng to the dis 
cussion on this matter the Scmtaiy to the Treasury wrote, 
*' as my Lords understand the proposed arrangement, there 
is no desire on the part of the Indian Go%ernment to save 
money by means of the expedition " The Government of 
India in answer to this cited the case of the Mutiny, and 
repeated the words of Lord LawTence — 

All the troops and all the matenal which were sent 
from England to aid in putting down the Mutiny in 1857 
and 1858 were paid out of Indian revenues It was never 
urged that, because the measure afforded a temporary 
relief to the British Exchequer a portion of the ordinary 
cost of these troops should be paid by England ' 

I88o 91 — Burmese Wars — ^I.aige additions were made to 
the strength of the Indian Army after 1885, on account of 
the fear of a Russian invasion This increased military power 
made it possible for the Government of India to pursue an 
aggressive policy towards Burma which resulted in protracted 
campaigns extending over several years, ending in the con- 
quest and annexation of that country The expenditure due 
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to the wars m Burma amounted to £ 4 7 million The cost 
of the cuil administration of Burma, also, became a heavy 
burden on Indian revenues for many years The people of 
Burma were brought under British subjugation, at the cost 
of the Indian taxpayer 

1896 — Ulotnbasa ExpedtUon — On this occasion the 
Foreign Office and the Treasury tned to throw some burden 
on India, but the Secretary of State remained firm, and 
pointed out “ the absence of reciprocity in such arrange- 
ments ' All the charges were, on this occasion as in the 
ca'C of the expedition to 'Malta m 1878, defrayed from the 
English Treasurj 

1896 — Suaftm Exped%l\on — But in the same year, another 
expedition was sent to Suakin, the ordinary charges of which 
were proposed to be levied on India The Goi eminent of 
India again protested in vain as under — 

" In order to strengthen Suakin and to set free Egyp- 
tian troops for employment on the Nile, we have been 
asked to provide a garrison composed of troops from 
the Native Army of India We cannot perceive any 
Indian interests, however remote, which are involved in 
carrying out the pohcy above descnbed , it cannot be 
alleged that the ^ety of the Suez Canal is involved ; 
and the taxpayers of India, who have to bear the cost 
of ordinary charges of the Indian troops proceeding to 
Suakin, will hardlj comprehend the reasons for taxing 
them for troops which are not serving in India, m onler 
to maintain order on the Egyptian frontier, to reconquer 
part of an Egypfaan province or to assist the Italian 
forces ” 

They concluded — 

*' In these circumstances, we feel it our duty m the 
interests of the country of which the admimstrahon is 
entrusted to us, to protect once more in the strongest 
terms against a policy which burdens Indian revenues 



14 


OUR STERLING BALANCES 


with expenditure connected with services in which India 
has no interest which is unjust to India because it 
applies to the payment of Indian troops lent to England 
a different pnnaple iiotn that which England imposed 
when English troops are lent to India and which is 
inexpedient because it exposes our Government to 
attacks to which there is no adequate answer 
In reply to this the Secretaiy of State in his desjiatch of 
30th June 1S96 laid down three propositions which he thought 
should govern the relations between the ttvo Governments — 
(1) That on all occasions when the temporary loan 
of a military force is urgently requmed either by Great 
Bntain or by India such assistance will be promptly 
giien so far as the abiLty resources and the situation 
of either country at the time may permit (2) That if 
the object for which such assistance is required is one 
in which the Government supplying (he troops has no 
special interest beyond that which roust be common to 
all members of the Empire the whole cost of the force 
so long as it is requ red including both ordinary and 
extraordinary charges must be borne by the country 
that needs the assistance (3) That if the circumstances 
are such that the Government supplying the troops has 
a distinct and special interest in the matter at stake 
then although the interest may be less strong than that 
of the Government requiring assistance the Government 
supplying the troops ^ould be content to bear in one 
form or other a portion of the burden which the opera 
tions involve 

The Welby Commission agreed to these propositions, but 
they said that the real difficulty was to discover the means 
by which the interests of the two Governments might be 
most accurately and autbontatively ascertained As a solu 
tion of this difficulty th^ recommended that the geographical 
scene of the operations should be the basis for the allocation 
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of cost between the two Governments and they laid down 
certain geographical limits vMthtn which India might be consi- 
dered to have a direct and substantial interest They desired 
that the propositions laid down by them should be entered 
in an official document to which the t\90 Governments should 
be parties The propositions were — 

1 That India has not a direct and substantial interest 
in the employment of forces in Europe in Afnca west 
of the Cape of Good Hope , in Asia east of Chma 

2 That India has a direct and substantial interest 
in keeping open the Suez Canal and in the maintenance 
of order and established government m Egypt so far as 
the secunty of the Suez Canal is affected thereby This 
interest might extend to the coasts of the Red Sea only 
so far as to maintain die inviolabihty of that shore, but 
not to the Sudan, or further extensions of Egypt up the 
valley of the Kile or its affluents 

3 That India may have a modified interest in ques- 
tions affecting the east coast of Ainca as far as Zanzibar, 
and the Afncan islands m the Indian Ocean, except 
Itladagascar 

4 That India has no direct or substantial mterest m 
the Afncan coast south of Zanzibar 

5 That India has a direct and substantial interest in 
questions affecting Persia, and the coast and islands of 
Arabia and of the Persian Gulf 

6 That India has a direct and substanbal interest in 
questions affecting Afghanistan and that part of Central 
Asia which is adjacent to the borders of India or 
Afghanistan 

7 That India has sole interest in pumtive expedi 
tions on her borders 

8 That India has a direct and substantial interest in 
questions affecting Siam 

9 That India has a modified interest in questions 
affecting China and the Malay Peninsula 
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10 That India has no direct or substantial interest 
ui Japan or countries or Islands east and south of China 

11 That special cases may anse giving to India a 
direct and substantia! interest in questions connected with 
Europe or other temtories in wiach the minute declares 
her to have, as a general rule, no interest 

12 That in every case where the two Governments 
ate not agreed, no oontnbutton should be made by India 
until the sanction of Parbament has been obtained 

These recommendabons were accepted The practice against 
the injustice of which the Government of India had «c> 
repeatedly and strongly protested received the approval of a 
Royal Commission and was embodied lo an official docQ' 
ment to which the Treasury and the India Office became 
parties A direct and substantial interest of India could now 
be shown in many remote places with ease ^Vbere this 
would be difficult India would stiU have a modified interest 
That India had no interest m Europe and other tem^enies 
had to be accepted but provision was made for speaal cases 
In case of disagreement between the two Governments, Parlia 
ment was to decide It is well known that the sanction of 
Parliament in such matters u a mere formab^ of which the 
Cabinet need be in no fear If the Government in England 
decided to charge India with the cost of a certain expedition 
against the wishes of the Government of India, the sanction 
of the Parbament would follow automatically Besides it 
IS to the interest of members of Parliament to lessen the 
burdens of those whom they represent 

1898 1914 — ExpedtUans to South Africa China and 
Persia — Dunng this period we frequently hear of the des 
patch of Indian troops for service in South Afnca China or 
Persia and other places These expeditions with the excep 
tion of that connected with file South Afncan War, were on ^ 
a small scale and the expenditure, m most cases was small, 
though, the aggregate imst be large As a general rule, in 
accordance with the above atrangement, both the ordinary 
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and e\fraordmary chaises \\eie met either by England or by 
the Colony concerned -which resulted m a temporary saving 
to the Indian Treasury A considerable part of the expendi- 
ture due to operations in the Persian Gulf was taken from 
India . 

World War I 

Dunng World War I, large numbers of Indian troops 
served in the alhed cau«e in differenLirontiers India was 
not attacked dnnngthis \\m but-het resources were used in 
^ variety of vvayrSo'ltaras the expenditure on Indian troops 
sent abfoad was concerned it was decided that the ordinary 
^ost of these troops should be b onie^bv India In this con- 
iiection the Tinahce STeinber observed that " although we 
eent a large number of our best troops out of the country at 
a tune when mere considerations of local safety might well 
have dictated their remaining here we pay for them ]ust as 
if they were stiii employed in India and at our beck and 
caU” 

As the war dragged on and more resources were required 
for the purpose, other devices were adopted to obtam the 
same from India In 1917 a special _war contributson of ISO 
crores of rupees was g}ven''^_India_taJI M *s Government. 
This was provided ourjif loans Ibe resources of the Gov* 
emment of India were iacrea=ed“by‘ Rs— 9 crores a year to 
meet the consequent interest and sinking fund charges In 
September 1918, the Imperial Council pas«ed a resolution to 
the effect that an additional war contribution, then estimated 
at Rs 67 5 crores be given by India in view of the prolonga- 
tion of ttie w ar This expenditure w as to be met irom revenue 
and spread over two or three years Soon after this, how- 
ever, two events occurred (1) the Anmsbce was signed, and 
(2) the Government of Ind» entered into hostjhbes, firstly, 
vnth the Amir of Afghanistan, and then with the frontier 
fnbes In view of the heavy expendihue which India had 
to provide for the Frontier Wars (Rs 39 crores in all), the 
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above resolution was revised m March 1920, wth the eftect 
thdt the additional war contnbubon contemplated in Sep 
tember 1918 uas reduced to Rs 2J.^cror^ 

It IS difficult to form an e«timate ot the charges v,hich 
India met on account of the war We shall however, 
hazard an estimate on the following basis From 1914 to 
1920 ‘‘taking into consideration the penod o{ demobilisation), 
the mihtaij expenditure of India increased directly or in 
direcdy on account of the war, including the paj-ment of 
" Ordinary Charges for the troops sent abroad In 1913, 
the total expenditure on Military Services ” amounted to 
about Rs 32 crores If no part of the cost of the troops 
that were sent out of India was paid by her, the military 
expenditure during the subsequent years would have been 
less than this amount Not stressing this point, however 
let us suppose that the imtitary expenditure of India would 
have remained the same as in 1913, if "the war had not 
affected us The total excess of the actual lailitaty expendi- 
ture dunng 1914-20 over the normal military expenditure 
dunng the same period on the basis of the expenditure of 
1913 amounts to Rs 176 6 crores From this if we deduct 
the expenditure due to the Afghan War and other Fronhet 
OperaPons (Rs 38 9 crores) we are left with Rs 137 7 crores 
This includes the addibooal war contnbution of- September 
1918 which ultimately amounted to Rs 21 6 crores Of 
course, this figure of Rs 137 7 crores does not include the 
recumng liabihties of Rs 9 crores on account of the first 
war contnbubon of Rs 150 crores, which was given by 
means of loans 

If we take it as approximately correct that "the extra- 
ordinary charges of the Indian troops sent abroad dunng 
the war must have amounted to Rs 150 crores we may 
say that in reality India bore both^ the ordinary and, by 
means of the war contnbntion of 1917 (Rs ISO crores), 
also the extraordinary expenditure of her troops, lent for 
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Impenal Service, partly out of revenue and partly out of 
loans 

The Chatfield Commission 

After the passing of the Government of India Act o f 1935. 
and particularly with the growing political consaousness in 
the country and thedfidaration-o£4he policy of gradual self- 
govemmentr it uaSrealised that the fact of the Indian Army 
being a part of the Impenal Army could no longer be con 
cealed Anticipating thaffhe control of civil power m India 
would have to be transferred to Indian hands as soon is 
possible, the Bntish authonlies thoughTol afran^hg for" an 
effective military control m India partly for strategic reasons 
'ind partly in the interests of Bntish trade and industry 
When the Qhatfield Commission came to the conclusion in 
J 939 som e time Before 'the war, that the Indian Army should 
be mechanised, jtalso recommended that a large part of the 
cost should be meF by—the-EnJish Government This was 
on the one hand a recognition of the long existing but con 
cealed fact that the In dian Army was part of the Imperial 
Army, that it should no\v'“BT'5penly~tieated as such and 
on that account the additional cost be borne by the Bntish 
Government It was well known at that time that there was 
no threat to India then lequinng mechamsation of Indian 
troops , these preparabons in India were part of the sudden 
war preparations in England and the Empire because of 
the failure of Britain to appease Germany and the prospect 
of a world war in which such mechanised Indian troops could 
be used 

WoRu) War 11 

It IS well known that during the last war Indian troops 
«er\ed both in the West and m the East ; in Europe, in 
North Africa, m the Middle East on the one hand and m 
Burma, Malaya, China,_Soath East Asia and Japan on the 
^iber hand Eloquent testiniony in highly appreciative terms 
from the highest British autbonties is available regarding the 
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work of these troops in the vanous theatres of war Mr 
Churchill, Mr Am ery and the vari ous C ommanders-in Chief 
under whom these troops secve<r^ve" acknowledged with 
gratitude the services rendered by thes£_t roops In or der to 
meet their requirements vast military preparations were 
made in India Recnutment on a large scale was carried 
on training establishments were increased similar activities 
were organised m connection with the Royal Indian Navy 
as well as the Indian Air Force At the same time, active 
preparations were made for mobilising all available supplies 
not only for Indian troops but for the allied war effort in 
general Life in India was dominated by the war effort as 
much as in any other active belbgerent 
It IS clear, therefore, that the Bnbsh Government used 
India as a base, o f operatia pswaa an arsenal of war, us a I 
recruiting ground for lakhs of troopis and as a source of 
numerous supplies It is equally clear that all these activities 
were primarily (or the defence of the Empire both in the 
West and in the East, and that the defence of India was 
incidental The only period when the actual defence of India 
was involved was when the Japanese made an attack on 
the eastern border of India m the year 1944^ It is obvious 
that the allied campaigns in the West and in^the East would 
not have been possible bot for the fact that these huge 
preparations could be made in India It is necessary to 
appreciate the fact that the mibtary machine thus organised 
in India was an Impenal affair controlled by the Bntish 
Government the Government of India acting as subordinate 
agents in various spheres 

Autocratic Ruie During the War 
It is necessary to beat this aspect in mind, particularly 
because all these activities were earned on against the wishes 
or without the consent of the representatives of the people 
The Government of India Act 1935 was implemented m 
the Provinces but not m the Centre In the Provinces, the 
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popular Ministers were in power tn- J939 at th e outbreak of 
the war In the Centre the Vice^ with his nominated 
Executive Counallors was shll supreme as the Legislature 
had no control over militaty expenditure As such vast 
preparations for a world war would of necessity in\olve the 
co-operation of the Provinaal Governments as well as of 
the people at large the obvious thing for the Bntish Govern 
ment to do was to take the representatives of the people into 
confidence in connection with the war preparations It was 
possible to change the constitution of the Viceroy s Executive 
Council by inviting the pohhcal parties to join the same and 
to work Central Government in practice as a Doimmon 
Government This was not done the pohhcal parties were 
not taken into confidence nor were the Provincial Govern 
mentSji In consequence the Provincial Governments found 
themselves in an awkward position They could not with a 
clear conscience co-operate witti the Bntish authonties in 
organising things for the war effort m which they had no 
voice They could not appeal to the electorate or to the 
people of the country at large to undergo sacnfices for the 
war which was not undertaken for the defence of the 
country but for Impenal purposes and in which they had 
no say In eight out of the eleven Provinces the Provincial 
Mimstnes resigned as a protest against this situation The 
Bntish authonties seemed to welcome this step inasmuch 
as it gave them an opportunity to introduce complete control 
of their own m the I^vinces by enabling the Governors to 
assume full powers under Section 93 of the Government of 
India Act and to cany on the administration with the help 
of nominated Advisers senior members of th e I C S m ostly 
Englishmen The Legislatures in these Provinces therefore 
became defunct and complete autocratic rule was introduced 
It must be borne in mind therefore thaf whatever was done 
in India dunng World War II was done on the sole responsi 
bility of the Bnti=h authonties without the consent of the 
people of the country For a time the pohtical parties were 
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patient gradually the drsdontent at the prevailing situation 
in the country began to find expression This culminated in 
the famous session of the All India Congress Committee in 
August 1942 in Bombay which passed the Quit India Res^ 
lution and authorised Mahatma Gandhf to laupclCCivil Dis 
obedience after giving due notice to the British Government 
if he thought it necessary to do so The British Government 
did not allow time to Mahatma Gandhi and his associates 
who were immediately put into jai! This merely embittered 
the feehngs of the people who refused to co operate with the 
Government in the war effort and particularly m the increas 
jng controls on account of the war 


Conclusion 

Before reviewing the growth of sterling balances which grew 
dunng the war and the problems connected therewith we must 
, fully appreciate the significance of the above background 
firstly of the economic and financial dram which India has 
suffered on account of the Bnhsh connertion-ntrthe pa«t 
and secondly the nature of military policy earned out by 
the Bntish authonties both m the past and m recent times 
during the two world wars and the burdens imposed on India 
on that account and the fact that the entire war preparatiors 
m \\ orld War II were earned out against the wishes of the 
people with the leaders of the people m jail ' 

III THE FIl^NClAL SETTLEMENT RE 
WORLD WAR II 


The Formula 

As pointed out above dunng World War II the Imperial 
military machine was organised in India for the defence of 
the Empire both in the West and m the East the defence 
of India being inadental m these activities For the purpose 
of carrying on this machine the expenditure in India had 
to be in rupees The Government of India, whose nature 
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and composition has been explained above, took upon tbein 
selves the re«ponsib^k4__for providtng^Ac rypoe_financG 
required for the purpose jntEe'fiiSl'uStance lu practice the 
war acti\oties vn India which were run is one organised 
affair controlled hy the British Government wftre earned on 
inthout reference to the parhe^ who were to bear the burden 
of financing them in the end Those in charge of the military 
machine m India had not to worry about the problem of the 
sources from which the funds they required were denved 
they had merely to ask for the funds in rupees which the 
Government of India was ready to supply 
Having thus paid in rupees lor the war expenditure m 
In<ha the Government of India- -then tned to reimburse 
themselves from the British Government for part of this 
expenditure The method adopted in this connection was 
to deteroiine the expenditure tbaijbouid be charged to India, 
the balance being a Bntisb responsibility But Ibis responsi 
bihty remained on paper as the share of the U K thus 
determined was recovered by India ui sterling, which could 
not be utilised for importing goods to India and which is 
t^ie^niavn source of the acq imuFalion 'or ~stetIing balances 
We *hall refer to this aspect^n some detiiTteter — fu r “ the * 
present we shall discuss the financial settlement which was 
made between India and H M G regarding the allocation 
of the war expenditure in India between the two Govern 
monts It should bt pointed out even at the nsL of repetition 
that the party negotiatmg on behalf of India was a Bnhsh 
Finance Member of a Government which was subordinate 
to H M G in all important respects In view of this what 
ever else may be-said about the nature of the eettl-^ment, 
it could not at all be urged that the settlement was in any 
way unfair to the U K It is possible to point out that 
in the settlement itself and its working there have been many 
Items, which m fairness oi^ht not to have been charged to 
India According to this settlement India was to bear — 
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(1) a fixed annual sum representing the normal net 

effecbve cogte of the army m India under peace 
conditions, plul 

(2) an addifion to allow fo r ns a-m pn^g plus 

^3) the cost oi such war measures as can he regarded as 
purely Indian liabilities by_jeason of their having 
been undertaken by India in her own interest and 

(4) a lump sum pajunent o£_Rs 1 crore towards the 
extra cost of maintaining India's external defence 
troops overseas 

The effect of this formula on the defence expenditure was 
as follows — ' 


Yew 

fitt D«/Mce 'ExptndittiK 
<m ciotes of Rs ) 

1937 33 

47 

■193&-39 

46 

1939-40 

50 

1940-41 

74 

1941-42 

104 s 


Japan entered the war in Pecen»ber-1941*^The lull imph 
cations of this were realised when a large slice of the Empire 
in the East w-as occu pied bv.thc- Jan^ ese. and Burma had 
to be evacuated The importance of India, which was hitherto 
a base x>{ operations for the Middle East now increased more 
than ever, not only for the defence of the Empire in the 
East, liut also for the re acqutsibon_Df JostJemtones By 
exaggerating the danger to India of a Japanese invasion, this 
important aspect of Impenal need was often kept m the 
background The stoiy of war achvities in India after the 
entry oi the Japanese into Bunna must be studied with the 
clear recogrution of the fact that they were designed pnmanly 
for the defence of fhd Empire ik and through India, and 
the defence of India was'^not only a part of the larger Impenal 
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scheme of things but was also thus essential for the defence 
of the Ejnpire 

Proposed Revision of the Fikakcial SErrtEjfEfrr 
With the sudden and vast expansion of the linpenal war 
machne m India m l942->-tbe-expenditure also inaeaSed 
and the question of revising the Financial Settleinent wth a 
view to debit a much larger share of the total expenditure 
to India was rai ed The Finance Member proceeded to 
the U K to discuss the problems that arose Among other 
things he pointed out that owing to the developments in 
th^ situation since the entry of Japan mto the war the 
cdst of the meas ures necessary for the defence of India and 
"lor which India is hable undei' llw waasting^ettiement was 
so great as to impose a very heavy strain on India s limited 
JSnancial jesources Tbongb it was then that the 

Financial Settlement should not be disturbed jt was also 
decided to adjust the new items of expenditure hy an elastic 
interpretation of the principles of the Settlement 

MaiTAR\ Preparations during 1 942 43 anq Af ter 
In order to have a proper idea of the additional burdens 
involved we roust review bnefly the magnitude of the new 
activities which were organised in 1942 43 an«i subsequent 
jears It was decided to maKe substantial increases in all 
the three Arms of the Defence Services — particularly the Ait 
Arm This was intended to protect India agamst the fresh 
danger to which the course of the war has exposed her 
Recruitment for the army was increased trainmc' establish 
ments were increased internal commumcahons particularly 
telephone and telegraph systems were vastly extended the 
housing of the additional troops the storage of the new 
equipment and the workshops led to great building activities 
The opening of the neglected land route between India and 
Burma which became necessary with the withdrawal -of the 
troops from BOrma increased the cnginecnug difficulties To 
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these were added the " massive requirements o£ the Air 
Forces At the same time the Royal Indian Navy was 
considerably expanded 

The Theory of Joint War Measures 

As pointed out above, in practice no distinction was mad^ 
as to whether a particular measure was meant for the defenc^ 
of India or for that of the Emp ire It was easy to point^ 
out that in most cases, the work was~suclr-that it helped 
the defence of India while defending the Empire By the 
very geographical position m which India is situated, and 
the great strategic use to which she was put, it was possible 
to confuse the defence of India with that of the Empire 
This led to the theory of joint war measures Various 
measures ivere included in this category on the above conside- 
ration, and the cost of them was ^vided between-Jndia and 
the UK It was not clear whether the share of both the 
countries was equal in each case But it is obvious that 
there was great room for arbitrary decisions m such cases, 
which might have resulted in increased burdens on this 
country, particulariy because the decisions were not m the 
hands of representatives of the people To take an illustra 
tion all expansions in the land forces m India were 
considered as one joint war measureTThe cost ot whTch was 
divided as under — 

(а) That India would pay for r^ing training and equip- 
ping from Indian resources of all land forces raised_in_India 
aria for their mainten ance as long as the y stayed in the 

^ountry and were available for the local defence ofThdia 
When they left for overseas the cost t o Jiid ia of raising and 
training them and also of equippmg them would be recovered 
from His Majesty s Government ^lho would assume 1111 further 
liability for them 

(б) AH imported equipment and stores for such expansive 
mea^urfes of the land forces faom Whatever source (except 
vehicles, armoured or ottierwise, from elsewhere other than 
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ihe U K ) would be provid ed by H is Majesty’s Goverom enl , 

That all land forces recmit^'tti India were nor meanVmereiy 
for the defence of India,-a&-Afcel Mjnwn . . T he practice v.-as 
to send large numbers of these forces o\etseas and at the 
same time to bring mto India large numbers of white troops 
The cost of the white troops which India paid was much 
greater per head than that of the Indian troops sent abroad 
ivbch was paid by H M G This proves the remark made 
above regarding the defence of the Empire m and through 
India In spite of this, by treating the land forces raised m 
India as a joint war measure, their cost was charg ed to 
India so long as^ey we re in India. When they were sent 
overseas (he cost of raising traTning and equipping them was 
to be recovered from the U K but not the cost of mamtammg 
them during the penod they were in Indm_w^tmg for 
service outside It is obvious that more troops were raTsed 
in India tharrwere required for the defence-oi-Indiar-aud- 
yet the Finance Member referred to such measures as having 
been intended to protect 
to which the course of the war has exposed her ’ 

Similarly in connection with fiie Air Force m India, the 
habilitj of India was for ‘ the capital outlay incurred m 
India on the provi ion of air helds and other ground and 
operational facihbes and the recurring costs oi these 
squadrons and connected services while employed m India ” 
Whether these Air Forces working from India were really 
defending India or the Empire was a difficult question, 
though, no doubt a large part of their work was obviously 
m the nature of Impenal defence In spite of this, their 
entire cost so long as they operated in and from India became 
an Indian liability 

These illustrations show the extent to which the burden 
on India was extended far beyond (hat contemplated under 
the Fmanaal Settlement Though nommally the Fmancial 
Settlement was not disturtied, m practice, by these measures 
lai^e arbitrary burdens were put on India In keepmg with 
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the usual Bntish prachce, thongh the form of the settlement 
was kept up, its content was matenally altered by these 
methods It would require elaborate calculabons from the 
original records of the Defence Department of the Govern 
ment of India for one to ascertain the exact amount of the 
burden thus imposed upon India The proposal to modify 
the Financial Settlement was dropped which enabled the 
Indian Finance Member to create a psychological satisfaction 
m India The obvious connection of this decision to the 
large increaces m our financial liabilities referred to above 
was however not revealed Is it not proper to infer that 
with the threat of a modification of the Financial Settlement, 
the Bnbsh Government obtained the transfer of as ranch of 
the war expenditure m India as possible fo India, by the 
\anous devices explained above and that the threat was with* 
drawn when they found that a revision of the Settlement 
would not be more advantageous to them, than what the 
Finance Member oSered by the ingenious inteipretabon of tha 
existing Settlement ty including in it joint war measures and 
«imilar other things referred to above ? 

BonuEs OM ImoiA 

Id consequence of these arrangements the allocabon of war 
expenditure in India, between India and the UK, was as 
under — 


Year 

Defence 
expendiCuie 
charged to 

Defence 
expenditure 
charged to 

U K 


(m cTores of Ra ) 


4934 

400 

1940-41 

7361 

5300 

1941-42 

1(093 

194 00 

1942-43 

26713 

32548 

1943-44 

39536 

377 87 

1044-45 

45832 

410 84 

1915-46 (Revised 

39L35 

347 07 

1946- 47 { . ) 

1947- 43 ( Budget ) 

24011 

18871 
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The working of the theory of joint v/ar m easure s _i^e8ected 
in the abo\e figures The «hare of U K shows a sudden 
jump in 1941 42 after which the new theory came into opera- 
tion The expenditure charged to both countries increased 
considerably m subsequent years, but the «hare of India 
became larger m 1943 44 and later years The total defence 
expenditure charged to li^ia from 1939 40 to 1946-47 amounts 
to Rs 1, 980 cror gs and that debited to U K in the same 
penod amounts to Rs 1,754 crores 

{\l~i3 

/rV THE NATURE OF STERLING BALANCES 


/ Fl^A^CE OF British Expenditure 

What we have pointed out above is the injustice of putting 
undue burdens on India in connection with the war But 
this IS only half the story It should not be construed from 
the above that the U K found the other half of the war 
expenditure in India, which was nominally debited to her, 
as shown in the above table AM this expenditure whether 
debited to India or to U K was jncmred-in-India. m rupees^ 
ffhe Go%eniment of India was required to finance the entire 
expenditure m rupees m ~the~ fi r st" instance — India was re 
imbur«ed from time to time to the extent indicated in the 
above table by payments made m London by the Bnbsh 
•Government m sterhng While sterhng accumulated to the 
credit of India ui-this manner India wa^U -the tame con- 


) 


tinuing the process of finding rupee finance for the U K 
India could find the addihonal resources for the expenditure 


charged to her by means of taxes and loans, but it was not 


possible for her to do «o so far as the additional expenditure 
debited to U K was concerned In_or^:^to meet thisT'tbe 


procedure adopted was to issue more— rup ee c urrency by^ 
printing notes from time to bme The sterling payments 
received m London were conve rted mto sterling secunhes and 
[_^epo ited in the-Issue Department of the Re=erve^ank of 
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India ^dinst which according to the Reserve Bank Act, 
notes ould be_iss«ed In other words the TJ K paid lot 
the war expenditure m India for which she was liable, only 
by means of her I O U s, and the method of financing. 
British war expenditure in India by means of adding to tbe» 
currency as stated abo\e resulted in a senous inflabonary 
situation with its consequent evija Prices suddenly began 
to n«e on account ol this and led to serio us difficulh es for 
the majority of the people The foBowag table indicates 
the increa'c in the \ olutne of currency and the nse lo pnees 


Ye» 

1 

Notes 

circuUtion 
(tToiesol tuples) 

Genere! Index 
of wholesale 


1937 38 
1933-39 

1939 40 

182 19 

174 39 

19813 

1256 1 

(for 7 months 

1940-41 

' 22803 

' 1148 1 

'ended Match 1940} 

1941-42 

237 43 

1370 


1942 43 

31344 

1710 


1943-44 

77717 

' 2365 


1944-45 

963^9 

, 2442 1 


1945 46 

116264 

' 2449 1 


1946 47 

1212^ 

1 266.4 



The Decree of Inflation 

dn interpreting these figures, it should be borne in mind 
that they understate the actual state of the pace level Tbe 
figures taken into account foe calculatmg the Index are of 
controlled prices It is common knowledge that controlled 
prices have been an exception m actual practice and that 
black market pnees have beai the rule The common man 
IS forced to pay much more lor his essentjal~arbdes than 
what IS indicated in the above table The actual prices 
may be taken to range from 3a0 to 400 compared with the 
pre-war level, in place of the recorded index of 266 
• Bise week ended 19th August 1939 = 100 ^ 
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'Effects of Inflation 

This inflabon caused aenous dislocation in the economic 
life of the country and affected large masses of the people 
se\erely As it usually happens under such conditions the 
^nch becaiM richer and the poor became poorer The dis- 
^tnbution of monetary wealth under inflationary conditions is 
usually une\en and the same was true of war conditions in 
India In other countnes profiting by the expenence of 
World War I timely arrangements were made to introduce 
effectne econoimc controls to prevent inflation and to dis- 
tribute scarce resources equitably among all classes of people 
The alien Government in this country was conscious 
of the difficulty of instituting economic controls which: 
presupposed co-operation from the pe<JplF~fOr Their successful 
working In consequence no effort was made to introduce 
economic controls m the beginning In fact the Government 
of India tried to delude themselves and the public into the 
belief that their policy of financing the war was not really 
inflationary When circumstances went beyond their control 
and when the inflationary situation was exposed mainly by 
the efforts of economists in the country the Government of 
India reluctantly introduced anb inflationary measures as 
late as the middle P artly because these measures 

came late and partly because the administrabve machinery 
was not properly oreanig ed and the ofiicers h ad ncLfiKpOTence 
of such work these measures were not likely to succeed 
In fact such interference in the economic hfe of the people 
was construed as an addibonal inroad by a foreign Govern 
ment which the people thought was trjnng to dram away 
their resources for the war In consequence there was a 
general feehng of distrust towards these measures resultmg 
m an atbtude of non-co-operabon towards them The situa 
bon was further complicated by the fact that the officers 
put in charge of such controls under such an atmosphere, 
did not mind stooping to low levels, and ubhsing the opportu 
rubes that they had to make large gams by corrupt methods 
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The '.\ide=pread existence of black markets and the equally 
wdespread prevalence of coiraption in the administrative 
machinery, alienated the sympathies of the people to such 
an extent, that they refused to believe in efficacv__ of 
economic controls altogether Here is" an illustration of the 
way in which a sound principle could not be believed m 
because those m charge operated it in a wrong or corrupt 
manner 

The effects of inflation and the mal administration of con- 
trols led to general scarc ity parti cula rly of food and cloth 
throughout the length and breadth of the counUy The extent 
of the difficulties could be gauged by the fact that the Bengal 
famine resulted in the death of onejind a half milhon persons 
due merely to starvation One-tenth S“tbe population of 
Bengal or six million persons are k now n Jo have suffered 
from the effects of m alnutrition, ~^ich will have their effects 
on their capacity as well "as on the future generation This 
shows that the ma-ses of the people lived on the margin 
of e’ustencc, had no powers of resistance and were therefore 
not able to suffer the sacrifices irapo«ed on them by the war 
situation Condition> in other parts of the country were 
more or less similar to those m Bengal except in a few areas 
where food was surplus and people could obtain it m spite 
of the controls It is not necessary at this 'tag® to go into 
the details of the economic unrest caused by these difficulties 
spread over a number of years In course of time industnal 
workers in cities were given dearness allowance Agricultu- 
rists got higher prices and some adjustment took place m 
some quarters This, however, did not bnng m happiness 
to the people because thoag b some p eople had more ironey , 
mnn e x Hid nof fetrR'^oods. And o f all people, the 
middliPcl asses were the worst^nfferers. — Their remuneration 
did not increaseTn propomon to the nse m pnees the majo- 
rity of them had fixed incomes and Ibe-deamess allowance 
given to persons in this category was extremely meagre The 
standard of hfe of the middle classes approached that of the 
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compaiaUvely well to-do The number of earners in middle 
class families m India is usually smaller compared with those 
m working^ class families The middle classes crowd mostly 
in cibes for employment where hfe has become increasingly 
difficult 

JIeasure Of Sacrifice foe the War 
In assessing the conlnbution o! India to the war we must 
therefore take into account not merely the cost of defence 
which the Government of India theraalVKS lfinl“tcr'bear;-and. 
which in itself was large and unjust, but also the fact that 
-t he pe ople of India were made to pay for the entire cost of 
tlie" war operations in India irrespechve of its allocabon No 
account is taken in these discus sions of the l ossjj f huma n hfe 
'Suffered by India on the fields of war and m the jiountry 
because of starvation It is a travesly”©!' truth to say that 
the British Government financed the war in India, l^cause 
the only way in which they did so was by their 1^0 U 's 
as explained above Vast resources were drained *away for 
the war from the people of India, who suddenly found them 
selves poorer becau«e of inflationary methods The fact that 
a few people m the country made phenomenal gams out of 
the sihiabon did not help the country at large A statis 
heal measurement of the human and economic sacrifices under- 
gone by the people of India for the war is impossible That 
these sacnfices have been immense and much beyond the 
capacity of the people can be observed by any one passing 
through the cities or the lUtaJ areas of the country even at 
the present moment Life in the country today u cbarac 
tensed by scarcity of essential goods Efforts to make up 
the gap have not yet succeeded We have shll to depend on 
imported foodstuffs for out existence The continuation of 
economic controls with all its attendant evals la exasperating 
the people mainly because they do not seem to work satis- 
factonly WTiereas other befli^rent countnea, particularly 
the USA and the U K , have taken important stndes on 
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the «ay to economic reco\ery, in India it is not possible to 
say that we ha\e been able to make a beginning in that 
direction It is well known that our industnes which were 
worked to capacity during the war require immediate rehabi 
htation It IS not howe\er possible to do so becau'e of the 
want of machinery for which we are dependent on the USA 
and the U K , countnes which are not in a position, for 
\arious reasons, to supply the same in the near future 

Excess of Exports 

We ha\e so far explained the principal reason which is' 
responsible for the accumuUtion of ou r sterling balances ^ 
Another factor which has led to the sarnTlrihe-excess of 
exports dunng the war period Certain quantities of goods 
wore exported for war purposes, the__corresponding import" 
was «mall As we could not be paid for the excess of exports 
during the war the only way in which we got credit was an 
addition to our sterling balances The following table gives 
figures for the excess of exports dunng the war penod 


Year 

1 

1 Matchandise arid Treaauie j 

(m croies of Rs ) 

Expom 1 

Imports 1 

+ 

1937-38 

1 

18921 

173 79 

+ 1542 

1 +16 85 

1938-39 

169 22 

15237 j 

1939-40 ' 

213 57 

, 16529 1 


194CHH 

19870 

1 15697 

+ 79 74 
+ 84 53 
+ 93 07 
+ 2353 
+ 23 25 

Total + 426 40 

1941-42 

25289 

17315 

1942-43 

194 97 

1 11044 

1943-14 

210 84 

1 11777 I 

1944-45 

227 12 

1 20359 

1945-46 

26386 

24061 ' 


It IS well known that we had a sterling debt at the begin 
ning of the war, the nature of which has been explained 
above It was obviously absordjto have a sferling debt on^ 
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nhich interest had to be paid on the one hand, and to have 
an increasing balances^n'^the other 

Arrangements \\ere made th erefore to cancel the sterl ing debt 
with the help of steihn g balances A few “oth er ad]ustments 
were also made wath the help of these balances The follow- 
ing taUe shows the way in which sterhng resources were dis- 
bursed from ye&r to jear and the outstanding balance at the 
end of each year — 


Acquisition and Disposal of Sterling 
(m crores of rupees) 


■ 

S|s 

1940-41 

HR 


43-44 

.44 4S 

1 45-46 

'll-e 

lls 

SQVRCSS 

I SteihnS As- 
set* held by 
the Reserve 
Bank at the 
end of the pte 
vious period | 

1 ^ 

1 

1 

1 

] 

' 142 

! 

1 

144 

1 

2^ 1 

' 511 

1 

j 

945 

n 

1 1363 

64 

2 Sterling pur- 
chased by the 
Reserve Bank 
(gross) 

1 S6 

1 

i 

76 

1 ^ 

127 

145 

■ 142 ■ 

1 

138 

' 813 

3 Sterling pay 
taents by H 
M 8 Govt 

1. 

! 43 

1 

; m 

310 

365 

357 

342 

1632 

4 Other Sterling 
credits 


1 

1 ^ 

1 

2 

1 3 

1 

9 ' 

12 

1 

1 “! 

45 

Sterling avail- 
able for dis- 
posal and dis 

166 

1 265 

i 

1 Ui 

'u. 

ii030 

1456 

) 

1 

ilSSS 

Z534 
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2' 
s 1 

1 

41-42 

1 42-43 

43-44 

44-45 

45-16 

rii 

DISPOSAL 

5 Sterlmf 
Amounts 
utilised for , 
repatriation 

i 



1 





schemes 

6 Sterl ng Com 
mitments on 
account of 

22 

89 

ito 

1 160 

16 

14 


411 

Government 

7 Steel ng sales 

2 

32 

43 j 

43 

67 

74 

73 ^ 

344 

CO public 

1 


2 1 

5 

2 

5 

61 


Sterl ng 

8 Sterl ng hold | 
mgs of the 
Reserve Bank' 
at the end of 

24 

1 121 

1 

160 

1 213 

■ 85 

93 

' 134 

830 

the oenod 

142 

. 144 1 

284 

1 511 

»ts 

1363 

1724 



It may be mentioned that the composition ol the balances 
on 4th April 1947 was Rs I 135 3 crot es worth sterhng seen 
nties m the Issue Department and Rs _46 6 4 cror es worth 
sterling in the Banlung Depart ment o f^the Reserve Bank of 
India or a total of Rs ^ 1^1 7 cror e^ 

Nature of Sterling Balances 
A dispassionate consideration of the various factors lead 
ing to the accumulation of these balances and the way m 
which India has been treated ly U K in the past in connec 
tion with mibtary pohey military expenditure and so on 
must convince any one of the fact that these balances repre 
sent forced payments from a dependent country It cannot 
by any stretcl^ of imagmatioa be treated on a par with lend- 
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'^ase faciljtis s. given to tBp Allifts. by the USA It should 
not at all be confuted as war debts between two equal belli 
gerentb becaus-e India was not a willing beUigetent and India 
did not enter the war of her own dioice The only thing 
with which these forced loans can be compared are the sunilar 
exactions taken by Germany from occupied countries For 
example the foreign assets of Bulgaria increased from 
2 340 million leva to 11 776 million leva vnthin a year from 
1940 to 1941 The proce» is described by the World Eco 
nomic Survey as under — 

The clearing balances arose not only from Bulgaria s 
exports to Germany but also from supplies and 'services 
to German troops and from hnaocial tran'^ctions such as 
the acquisition by Germany of shares in concenui 
The German borrowings through cleanng accounts and 
otherwise provide the Reich with practically unhinited 
monetary means for the purchase of goods and services 
and capital a«sets in all occupied temtones it is not 
money that sets a hnut to the German purchases it is 
the increasing shortage of raw matenals and food 
stuffs The fact that the Germans pay out money 

for what they buy may give their individual transactions 
a ‘=emblance of legality But the money is additional 
money which the local central bank is forced to create 
It involves no real payment by Germany Germany = 
elaborate hnancial methods do not therefore for the 
time being at least differ in essence from simple =eizure 
and expropriation 

By way of comment we ^lall only repeat the words of the 

Fabian Society s pamphlet on ^erling balances 

SuH^tute Bntam for Germany and India for 
Bulgaria in the above quotation and the parallel is 
unpleasantly do e As ume that Bntam msists on 
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India s sterling balances being scaled dowTi and the 
parallel is almost exact " " 

The economic effects of these steiiing loans are exactly the 
same on the life of the people in India as th ey were on the 
life of the people in GenfiHTFoccupied countries Perhaps the 
capacity in the ca'e of some of the German occupied countnes 
to bear such looses may ha\e been greater than m the case 
of India The difference in the case of India is only this 
India has a nominal claim against the U K for these balances 
and IS naiUng to recorer the same m order that she may be 
able to put her economy on a proper footmg %vith the help 
of these balances Unless this is done within a reasonable 
time India will be permanently impo\erished and the plan 
rung of her economic Lfe will become extremely difficult 
Attitude of U S A 

The clause in the Anglo Amencan loan which requires of 
the U K that her sterling d ebt t o other countnes should be 
settled by a particular date wfh fne sSJgesbcirrthat a part 
of the debt may be scaled down is th erefore wrong in prm 
ciple and wholly ignores the tocts related above The Ame 
ncan authorities were naturally anxious to secure the repay 
ment of their loan to U K and in that desire tned to die 
tate a clause which affected other coimtnes bke India It maj 
have suited the USA to relieve the Alhes from their lend 
lease obligations History has yet to show whether the terms 
on which the Anglo Amencan j(aiovas_grMted to the U K 
can be considered generous rn the light of aU'Telerant facts 
In any case the suggeshon that the sterling credit of a country 
like India obtained under the arcumstances related above 
should be scaled down in order that the UK may be able 
to pay her debt to U S A is Tibriously_jiiichantable If the 
U K has any difficulties in relation to her creditors m the 
future the only party from whom she can expect rehef is 
the USA 'Tierself which is in a posibon to grant relief 
without difficulty and which has been financially and eco 
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nonucaUj the greatest gamer out o£ the war For such a 
countiy e\en to-su gge^t - w i tt wmt - ie te i' S SceTo facts or without 
a reference to the party ccaicCTued, that our credit should 
be reduced 'eems to he a dangerous precedent m the history 
of mteruational ecanotmc relations, and the earher this sug 
gestion IS withdrawn the better for all concerned 

Stcrling Debts of U K 

So far as the U K la concerned it is true that she financed 
the war by adopting methods similar to tho®e introduced in 
^India m other con ntnes algp T he sterling balances of India 
happen to be the largest debt amoog^tollsr balances that w 
U K owes to several other countnes The habihbes of tbe^^ 
U K are <iutnmansed m the following table — 

Net SUrbng Balances 
(£ miUion) 
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2 658 2 948 

618 512 

Grand Totals June 1946 *• 

Later estimate March 1916 £3500 

(Compiled £rom the £conom si February 1 1947 p 204) 


It IS well known that the U K strained all her lesources 
towards the successful prosecution of the war and though she 
has come out as a victor she has been economically weakened 
compared with USA In fact the U S A obtamed certain 
advantages out of the war which the U K could not The 
U S A IS therefore the Icading-couitf ry at the mom ent in the 
economic and fmanciaLaffyrs of the world a posihon which 
the U Tv enjoyed for over a century “~This-does not mean 
however that the U K has been permanently impovenshed 
There is scarcity in the U K of certain essental articles, but 
it does not lead to starvation and death as m India With 
their capacitj to organise and their~tfadiUonal haT5i^ of adjust 
mg to changing arcumstances the people of the U K are 
trying to nse to the occasion and put their country on a 
sound economic footing without delay ThereTire bound to 
be difficulties during the transition penod for the U K but 
these can be easily exaggerated So far as the capacity of 
XJ K to pay her sterbng de bts is~boncerne d, we have merely 
to take into account her^^nual incoine which is estimated at 
£8 483 millmn for; 1945 The total sterhng credit of Indiaf 
thus amounts to about 14 % of th e an nual income of UK 1 
for one single year It wdl thus be obvious that this debt' 
IS not so'heavy or beyond ttie capacity of the U K to pay 
as IS often made out m some quarters If one merely 
remembers the way in which this debt was created and its 
effects on the so called creditor countries and further the 
fact that it was with the hdp of such arrangements that the 
Empire could be saved indudu^ the very existence of the 
Anglo Saxon race it is mconcmvable how certain parties m 
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the U K ha\ e been thinking m terms either of repudiation of 
the sterling balances or of parbal scabng down or of other 
methods of getting out of the difficulty instead of facing it 
«quarely and honourably 

V SCHEME EOR THE SETTLEMENT OF 
STERLING BALANCES 
The Fabian Society Pajiphlet 
Vanous suggestions have been made for the actual method 
of settling the terms by which the value of the sterling balances 
may be paid back to India It is not possible to go into 
all these points but a reference ma\ be made to the sag 
geslions given m the Report prepared for the Indian A£aiis 
Group of the Fabian Society by Mr A C Gilpin whi ch has 
been issued by tfie^abian 'Soaety with a foreword by Jlr 
G D H Cole__ These ugge«tions are m refre'dung contrast 
to the vanous arguments put forward m Bntish financial 
youmala regarding the s caling dow n of sterling balances The 
Fabian Society s pamphlet admit* in essence the case for 
India and takes a rea«onable attitude on the whole For 
evaniple it repudiates the theory put forward in some Bnti'h 
quarters that India charged Batain at inflated pnce* for 
vanous goods «iup phed to her I'he conclusive Slalfeultiul ut 
ithe Parhanienfarj'Xommittee on National Expenditure m this 
connection is taken as the final word inasmuch as the Bntish 
and Indian Goveniinents were able to secure extremely 
favourable and controlled prices for the bulk of their pur 
chafes The pamphlet characterises the suggestion for seating 
down the debt as Th&^aditional af guin e u t-ef the bankrupt 
who ^eeks a composition of his. debts It points out how 
ever that England «b)l hold* substantial overseas invest 
ments of the order of £2 OOO to £3 000 million and refers to 
the national income of the U K to show that the c apacit y of 
the Bnfagh to repay this debt is quite strong 
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Funding of the Debt ’ 

One common feature of flie sug^stions for the settlement 
of such debts between two countries is that after making any 
immediate adjustments that may be possible, the debt should 
be funded o\er a penod_of_years_to be repaidjn^^ instalments' 
In \uew of the fact that such international settlements, how 
ever solemnly made, ha\e a tendency of either being revised 
in the light of new situations or repudiated it would not be 
proper for India to enter into such long tem^ arrangements 
as far as possible The history of Ae settlement of Bntish 
debt to U S A as well as of inter allied debts after the last 
war may he referred to as lUustrabons of this tendency 
If a powerful ally like the USA could not succeed in' 
enforcing payment of Bntish debt to her in the past, we may 
well assume that the capacity of India, in spite of her inde 
pendence will not be suffiaently strong to enforce such 
payments in future over a penod of years In other words, 
the honounng of international debts must depend on the 
goodwill of the parties concerned or on the capacity of the 
creditor to enforce payment from the debtor, as was the case 
when India was treated as a debtor for so many years by 
England which utilised her political power to enforce pay- 
ments to her just or otherwise, * 

Loans out of DEncrr Economy 


Whereas it may be possible for a nch country like the, 
USA to wait for_the t^m of her loans over a long penod [ 
it is not possible for~a poor— country "like' Iud»=4:^ do soi 
/In the case of the former the loans are a surplus, and the' 
creditor is not in immediate need of the same In fact, in) 
such cases the creditor would like to continue to grant more 


credit to the debtor in the hope of future gams This was 
the practice in the case of the U K when 'he was the creditor 
country in the world for about a century In the case of 
a country hke ours where the loanjias been taken by force 
out of a deficit economy, the need for repayment to put that 
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economy on a sound foohng wthout delay is unmistakably 
urgent We should not therefore imitate the usual methods 
of repayment of loans between richer countries but adopt 
methods suited to our own requirements 
In view of these considerations the wise policy for India 
m the impending negotiations would be to accept concrete 
or tangible returns or advantages in kind that are available 
now or in the immediate future than to wait for the return 
of the debt by irigtalments spread over a long penod Wbere 
as that would be a desirable line of approach from the point 
of view of India difficulties are bound to be raised from the 
point of view o! Britain regarding her capacity to pay imme 
diatelv or m the near future and arrangements will be 
suggested for a long term plan which will however be subject 
to the difficulties mentioned above Keeping both these 
points of \ lew in cmnd the folloivtng tentative scheme is sug 
gested as a, practical basis for consideration by both sides 


,^^/ffcNTATivE Scheme (i) Tvsviw of Peksiovs 
India will be bable to pay pgnsion ch arges for civil and 
military officers which have air^d y accrue d 'or' Mlm.U -wilb 
accrue on the cessation of British ponncal powenrrthe-eoun— 
try It 13 not possible to dispute at this stage the justice of 
this claim Instead of having to pay to Bntam a certain 


amount on this accoun t itom year to year till it i s extinguished , 
it would be wiser for India to agt^ to the funding of these 
pension charges into a reasona ble jc apnal ) amounT" which 
may be set off against the "iteilmg tolances The UK on 


the other hand should not insist on funding it at a high rate 


and should agree to a reasonable figure A sum of Rs /fSOT 
crores may be suggested Iot thm purpose '■ — 


(2) PtmCKASE OF British Government 
Assets and Equipment 

The Bntish Government have some fixed assets and equip 
ment m this country mainly created during the war It is 
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not possible for ♦bpTTj thffCA Qg tipts pjiy gir^Hy to 

their countrj Their commeiaal value is not easy to ascer* 
tain India may not be in a position to utilise advantageously 
all these assets But it would be reasonable to agree to a 
figure for the acquisition of these assets, takmg mto view 
the fact that it i» not possible for U K to make advantageous 
use of these assets herself A figure of Rs 50 crores may be 
put down for these assets In doing so it should be re- 
membered that the financing of a targe part of these assets 
in rupees was doneTij India herself and in consequence the 
people ba\e suffered in a vanety of way» as explained above 

(3) Foreicv Exchange Reserves 
By a recent amendment of the Reserve Bank Act, the 
obligation of the Re«er\e Bank to convert the rupee into 
sterliog and vice versa at the rale of Is 6i has been 
removed The Reserve Bank will however be asxea^ con- 
vert the rupee into vanous correocies including sterling at 
rates to be fixed from tune to tune Whereas for such pur- 
poses India used to have a sterhng reserve in the past, it 
will be necessary for her to have in addition to the sterlmg 
reserve, reserves in dollars and some other leading currencies 
as well Under the present uncertain conditions of the world, 
it IS difficult to estimate the amount of reserve that may be 
so required We may however put it down approximately 
at Rs 200 crores sterhng and Rs 200 cr ores in dolla rs and 
other currencies Tliis woula be m addition^ to'^hatever 
dollar resources that may accrue to India on the terrmnahon 
of the Empire Doll y PooL This means that whereas Rs 200 
crores of the sTcrli^"b5^es will remain as they are, another 
Rs 200 crores will have to be immediately converted into 
dollars, or other foreign currencies 
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A summary of the su^eslions g;i\en above is as under 


/Rs in ciores) 
150 
50 


Total 


200 

200 

600 


Fuad ng of pensions 
Purchase of Br t sh Government 
f sed assets and equ pment 
Sterling exchange reserve 
Dollar exchange reserve ( acloding 
other currencies) 


Out of a total of Rs 1 .6QQ croig s~ol sterliug )his accounts for 
Rs 600 crores leaving a bal^e of^Rs fOOO crores For 
the recovery of this amounTTSe follorviag suggestions are 
made 


(4) Sale of Britisb Commercial Lwestmevts r\ India 
We do not have even an approximate estimate of the value 
oi these investments At the current pnces their vaule would 
be high Another difficulty would be whether the acquisition 
of such investments should be on a voluntary basis or they 
should be acquired compulsorily by the Bnhsh Government 
to be transferred to India WTiat is suggested is that a 
reasonable pnce should be fixed for the transfer of each of 
these inv estments and an unpetus^ guld bu uger c d - f ot their ' 
actual transfer to India The impetua may be in the form 
of the prevailing high pnce or wiUinguess to accept adjust 
ments m other directions II would be for the Bnhsh Gov 
eminent to decide whether m return for this impetus they 
would apply the compulsory or the voluntary method to 
transfer these investments to India 


^(5) Share i\ British Shih>jvc a>t> Air Services 


At the same tune India should be given a «hare in tho«e 
British concerns which will_be operated in India hereafter 
such as Bnhsh Shipping Servuces and'Bhtish Aff Semces. 
Both from the commeraal and strategic points of view, India 
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should have a voice in these •^eiMces in the form of a share 
holding accompanied by a corresponding amount of control 
employment of Indians in the«e Services and so on 

(6) Supply of Defence Equipsiest 
India will require some equipment for the Defence Services 
for all the three Arms Land Sea and Air It is possible 
that the transfer of «ome of the Bntish equipment now in the 
country may ease the situation Snbject t<raEtailed enquiry 
however it is possible that ®he will require more naval craft 
as well as more air craft for the Navy and the Air forces 
The British Government should arrange to deliver such equip- 
ment either out of her own resources or out of the materials 
which they might obtain by ivaj of reparations from Germany 
or Japan The value of such equipment should be set oSl 
against sterling balances 

(7) Supply of Capital Goods 
In connection with schemes of development in the country 
such as railways roads hydro electric power, imgabon and 
so on to be undertaken by Centra! or Provincial Governments 
certain heavy equipment will be required by the Indian 
authonties Plans for such equipment would be ready by 
now with the Governments concerned or could be made 
ready m the near future The Bnhsh Government should^ 
agree to deliver such equipment at a price to be settled nowj 
over a period of five years The total value-of'snch'Hehvenes 
should be set off against the sterhrig^aiances 

(8) Teaining FACiLriiEs 

^The Bntish Government should agree to give adequate 
facilities~-foF-4he trainin g of Indian s m th e vanous training 
establishments in the U K connected vvith'aiT the Defence 
Services as well as those cormected with technical estab- 
lishments and higher Umversity educahon Certain seats 
should be guaranteed m these institutions for Indians to be 
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selected by the Go\emmenl of India Their anQ%^'ances v,hjle 
in the U K and charges for passage both w^ys could be 
estimated The expenditure on this account m sterling should 
be defrayed by the TJ K over a period of five years and 
the total estimated amount should be off against sterbng 
balances 

Effects of the ScHEjtE as a Whole 
Though it IS not possible to give exact estimates of each 
of these categones referred to above it is easy to see that 
the Bntish Government would be in a position to toansfer^ 
such assets of the aggregate value of Rs 1 000 ciore^i fi^ 
years The type of assets or services suggested are such-'fli^ 
It would not involve senous inroads on Bntish resources or 
capacity to pay nor would it involve any awkward transfer 
problems on current account and at the same time it would 
help India to preserve more effectively her independence and 
plan her economic progress with greater 'peed 
The funding of pensions (Rs ISO cror^ l and the amount 
set apart as sterling exchange reserve (Rs 200 crores) are 
mere pap er adjustm ents The parcltasr u£ -Dintfeh-G'ovem'^ 
ment assets and equipment by India should be welcome to 
the U K as is not in a position to make effective use 
of these assets The amount required for training facilities 
to India will be spread over five jeats and will be spent in 
the U K and does not involve any physical transfer of goods 
from the U K Besides it will Tie a «ource of goodwill between 
the two countries The only item which will require imme- 
diate converhbihty of an amount of gterhn g irjto dollar and 
"^her currencies is Rs»_a)0 crores wh^~^ 
witlTthe fofal and « not likely to cause anj senous difficulty 
to the U R 

The supply of defence equipment and the share in Bntish 
Shipping and Air Services are intended to enable India to 
etand on her own legs for the purposes of defence in future 
If cannot be the intention of the U K that Inffia should not 
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be able to defend her«e)f in future The -supply of defence 
equipment from existing eourc&> or from Gentian or Japanese 
reparations wll not create difiiculties of fresh production or 
a serious transfer problem The «hare in Shipping and Air 
‘Services will have the compensation of goodwill in trade 
betw’cen the two countnes in peace time and possibihbes of 
co-operation in war time 

The supply of certain Capital Goods referred to above are 
not intended for industries which may compete with Bnbsh 
goods they are intended lor the basic development of the 
country for which there can be no two opinions Some of 
this work has been neglected on account of the war Such 
development will help the economic progress of the country 
and enable her internal and external trade to grow 

So far as the sale ol Bntish commercial investments in 
India are concerned they are the last vestiges oi Bnbsh 
domination in India and should be handed over in the inte 
rests of healthy relations between the two countnes In 
fact the process has already begun some of these have been 
sold to Indian concerns in others their character is being 
changed by taking Indians as equal partners and so on Such 
a procedure is the accepted method o! payment for foreign 
debts and has been adopted by the U K herself m other 
cases In view of the desire of the U K to give up pohbcal 
power in India it would be equally desirable for her to 
sell at a price her commercul assets »n India to India— 
assets w'hich are known to have flounshed because of Bnbsh 
political power and assets which are known to have been 
responsible for creabng many an obstacle in the progress of 
India It would be statesmanlike for the U K to remove 
all possible doubts in this connechon and enable Indo Bnbsh 
relations to be started on a clean slate m the future 
The aggregate effect of these proposals is to free the U K 
from li^ debt honooraM y and in a sho rt bme “without 
senous economic difficulties Er Eir a^nd with assured 



SCHEME FOR THE SETTLEMENT 49 

goodwill from India and to enable India to obtain m a 
short time additional resources for defence which she wli 
require and for internal derelopment on which she is intent 
This will make up to some CKtent for the sacnfices of the war 
and enable India to start her career of independence with an 
amount of economic and military strength required to 
maintain that mdependence 

It should be understood that the various items in this 
scheme should be treated as interdependent It is possible 
to criticise any one item from the point of view either of 
India or the U K- But i{ the aggregate effect of the items 
IS taken into accourn vi»h due regard to the points of view 
of both parties the propo«ed sctieme <i» a wuwk. is likely to 
be considered fair and result m the solution of a complex 
problem in the near future generating mutual goodwill and 
much needed improvement in the economic condition of India 
vnthout impairing that of the U K 

Change i\ the Anglo American Loan Terms 

The settlement proposed above t* on lines different from' 
that envisaged in the Anglo_Arngncanloan Apart from 
immediate convertibil ity of^ s 200 the rest of the 

balances will be repaid either in goods and services or by 
other adju«tmeRts in sterling Such an arrangement should 
not involve anj infringement of the terms of the Anglo 
Amcncan loan If however anj objectioa is rai'^ed by the 
USA in this connection the terms of the Anglo-American 
loan should be revised to suit the -requirements of the Indo 
Bntish settlement The vanons factors relating to India 
which have been pointed out above were wholly ignored 
vvhfn reference was made to the sterling debt of the U K 
in the Anglo American ne^tiations Once the U S A is made 
aware of the«e factors it should not be difficult for her to 
appreciate the Indian point of view and to agree not to 
interfere in the terms of our settlement with the U K 



50 


OUR STERLING BALANCES 


Internal Distribution 

One more suggestion could be made in conclusion regarding 
the way in which the acquisition ol the balances should be 
distnbuted within India her<=elf It would be necessary for 
the Government of India to see that the advantages of the 
return that we get for these balances accrue to the people 
at large enabling them to raise their standard of living, and 
that the nch should not be m a position to profiteer by this 
arrangement In the case of those assets which are retained 
by the Go\ernment of India under their own control the 
question does not arise But there are some other assets 
which will on transfer be handed ui pnvate enterprise 
In return fo~ uits me oovernment of India would be in a 
position to obtain the value of such assets in rupees from 
the partes concerned The amounts so reahsed should be 
available to the Government of India for schemes of re 
construction partcularly schemes for development of health 
and educational services By suitable grants to the Provinces, 
this developmental work can be pushed forward so that the 
masses of people who have suffered on account of the war, 
may get some relief m the form of improvement in their 
productve capacity 
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